BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, D.C. 20268-0001

RENEWAL OF EXPERIMENTAL CLASSIFICATION AND
Fees For WEIGHT-AVERAGED NONLETTER-SIZE
BusinEss RepLy Mait, 1899

Docket No. MC98-1

REQUEST OF THE UNITED STATES POSTAL SERVICE
FOR A RECOMMENDED DECISION ON RENEWAL OF
EXPERIMENTAL CLASSIFICATION AND FEES FOR
WEIGHT-AVERAGED NONLETTER-SIZE BUSINESS REPLY MAIL

UNITED STATES POSTAL SERVICE
By Its Attorneys:

Daniel J. Foucheaux, Jr.
Chief Counsel, Ratemaking

Michael T. Tidwell

475 L'Enfant Plaza West, S.\W.
Room 6536

Washington, D.C. 20260-1137
March 10, 1999

Documents relating to this request should be served upon Mr. Foucheaux
at the above address.



BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, D.C. 20268-0001
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REQUEST OF THE UNITED STATES POSTAL SERVICE
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EXPERIMENTAL CLASSIFICATION AND FEES FOR
WEIGHT-AVERAGED NONLETTER-SIZE BUSINESS REPLY MAIL
(March 10, 1999)

In accordance with chapter 36 of title 39, United States Code, the United States
Postal Service has determined that renewal of the current experimental classification
and fees for weight-averaged nonietter-size Business Reply Mail (BRM), which are set
to expire on June 7, 1999, would be in the public interest and consistent with the
policies and appliicable criteria of that title. Accordingly, the Postal Service requests
that the Postal Rate Commission submit to the Governors of the Postal Service a
recommended decision which supports the renewed implementation of the existing
experimental classification and fees for weight-averaged nonletter-size BRM until the
Postal Service implements a permanent classification and fees,’ or untif the end of

February 29, 2000, whichever occurs first.

* Concurrently, in Docket No. MC99-2, the Postal Service has requested establishment
of a permanent classification and fees for weight-averaged nonletter-size BRM.
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By designating the instant request as one which involves an experimental change,
the Postal Service intends for the Commission to apply its expedited Rules of Practice
and Procedure for experimental changes, §§ 3001.67 - 3001.67d of title 39, Code of
Federal Regulations. This case marks the fifth time that the Postal Service has filed a
request which it is denominating as experimental in accordance with these rules, and
the first time it has requested that a portion of a previously approved experiment be
renewed. As understood by the Postal Service, these rules are intended to facilitate
compliance with its statutory duty to "plan, develop, promote, and provide adequate and
efficient postal services," 39 U.S.C. § 403(a), by allowing for expeditious changes to
classifications, rates, and fees on an experimental basis to test operational feasibility,
customer response or other appropriate goals. The experimental rules provide the
framework for requesting experimental classifications in the absence of historical data
or other pertinent information, which would normally underlie a request for a permanent
change in rates or classifications. This instant filing is consistent with the logic of the
experimental rules.

The current experimental classification and fees for nonletter-size BRM were
established on the basis of operational, cost, volume and revenue forecast data
presented by the Postal Service and reviewed by the Commission in Docket No. MC97-
1. As reflected in its Docket No. MC97-1 Opinion, the Commission found this
information to form a sufficient basis for recommending that the requested experiment

be undertaken. The Postal Service implemented the experiment on June 8, 1997.
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Together with the concurrent filing of the Docket No. MC99-2 Request, the current
experiment demonstrates that, under the proper circumstances, the Commission’s rules
lead to the d'evelopment of permanent classifications and fees. The Postal Service has
used the ongoing experiment to develop standards for use of the weight averaging
method to rate nonletter-size Business Reply Mail, to estimate the costs applying this
method to this mail, to develop an appropriate permanent classification and fee
structure, to measure the market potential for the service, and to estimate the potential
cost and revenue impact of offering the classification to the mailing public.

In light of the experience under the Docket No. MC97-2 experiment, certain matters
concerning appropriate levels of management oversight and technical resources
needed to ensure that revenue protection standards are met remain to be determined.
The Postal Service has concluded that the remaining three months of the current
experiment will not provide adequate time to resolve these administrative and technical
implementation issues. The Docket No. MC99-1 testimony of USPS witness Kiefer
(USPS-T-1) explains that the Postal Service prefers to extend the weight-averaging
experiment beyorid its current June 7, 1999, expiration date. With favorable
recommended decisions in Docket Nos. MC99-1 and MC98-2, the Postal Service can
terminate the extension of the experiment and implement the permanent classification
and fees, when the hurdles to permanent implementation are cleared.

Accordingly, the Postal Service proposes that the nonletter-size Business Reply
Mail provisions of the Domestic Mail Clgssiﬁcation Schedule (DMCS § 931) pertaining
to the experimental weight averaging accounting method be amended to ensure that

they remain in effect until the end February 29, 2000, or until the implementation of a
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permanent classification and fees, whichever comes first. The Postal Service also
proposes that DMCS Fee Schedule 931 be amended to extend the current
experimental weight averaging fees for the same period.?

The Postal Service considers that use of the more flexible and expedited
procedures under the experimental rules are necessary for its proposal. Expedition is
appropriate for several reasons. The material issues pertinent to the original experiment
were the subject of a full presentation by the Postal Service in Docket No. MC97-1.
Witness Kiefer's proposal for a renewal of the weight averaging portion of the
experiment is @ modest request and his testimony explains its basis.

Expedition also is justified in order to ensure that renewal of the current
experimental classification and fees can occur in 2 manner which provides continuity for
the post offices and BRM recipients participating in the experiment. This is appropriate,
given the intention of the Postal Service to continue with weight averaging at the four
experimental sites after June 7, 1989, pending the resolution of Docket No. MC99-2
and the Postal Service’s readiness to implement the results of that case. If the

experimental weight averaging fees are not extended beyond June 7, 1999, the

2 The final effective date for the DMCS § 931 provisions pertaining to the experimental
reverse manifest method of nonletter-size BRM accounting is June 7, 1999. If the
instant Request is approved and implemented, the revised DMCS provisions pertaining
to weight averaging would expire on or before February 29, 2000. Rather than re-
number the revised weight averaging DMCS sections for purposes of the proposed
extension, the Postal Service proposes that the experimental weight averaging
subsection numbers of DMCS § 931 remain unchanged, and that the subsections
relating exclusively to the reverse manifest accounting methad, which expire after June
7, 1999, be designated as “Reserved”. Then, at some appropriate later juncture when
the extension of the weight averaging experiment is terminated, the subsection
numbers for the expired reverse manifest provisions and those relating to experimental
weight averaging can be eliminated simultaneously.
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participating post offices would be required to charge the otherwise applicable 8-cent
per-piece accounting fee during any interim period between the expiration of the current
experiment and the implementation of permanent fees.

Under these unprecedented circumstances, the Postal Rate Commission is
encouraged to take a flexible approach in analyzing the Postal Service's Docket No.
MC99-1 proposal. In accordance with the Commission's Rules of Practice and
Procedure, the Postal Service submits information and data which explain the nature
and scope, significance, and effect of its proposal. The Postal Service's direct
testimony accompanies this Request. That testimony and exhibits have been marked
for identification as shown on Attachment D to this Request. Further data submitted for
informational purposes or in response to specific sections of the Rules of Practice are

included in the other Attachments.
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WHEREFORE, the United States Postal Service, pursuant to 39 U.S.C. §§ 3622(a)
and 3623(b), hereby requests that the Postal Rate Commission make and submit a
recommended decision to the Governors supporting the proposed revisions to § 931 of
the Domestic Mail Classification Schedule and DMCS Fee Schedute 931, as set forth in
Attachment A to this Request.
Respectfully submitted,

UNITED STATES POSTAL SERVICE

By its attorneys:

Daniel J. Foucheauy, Jr. 5 '

Chief Counsel, Ratemaking

Michael T. Tidwell

475 L'Enfant Plaza West, S.W.
Washington, D.C. 20260-1137
March 10, 1999
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Docket No. MC99-1 Request Attachment A

Proposed Changes To Domestic Mail Classification Schedule § 931
And Fee Schedule 931

In this Request, the Postal Service asks the Commission to recommend the
renewal of those provisions of the Domestic Mail Classification Schedule (DMCS)
pertaining to the experimental weight averaging method of nonletter-size Business
Reply Mail accounting, which are scheduled to expire on June 7, 1899. The current
DMCS (which is published in part at 39 C.F.R., Part 3001, Subpart C, Appendix A} is
incorporated by reference in this Request. The classification provisions relating to
nonletter-size Business Reply Mail currently are reflected in DMCS §§ 931.12, 931.5,
931.51, 931.52, 931.6, 931.61, 931.62, and 931.75. The fees for weight-averaged
nonletter-size Business Reply Mail are reflected in DMCS Fee Schedule 931. Proposed
additions to these sections are underlined on the following pages. Proposed deletions
are indicated by striking through the portions intended to be eliminated.

The subparts of DMCS § 931 and Fee Schedule 931 which pertain to the
experimental reverse manifest method of accounting for nonietter-size Business Reply
Mail also are scheduled to expire on June 7, 1999. The request in this proceeding is
not intended to affect that occurrence. In the proposed classification and fee schedule
revisions, the Postal Service has indicated ( by striking through them) the provisions
which will expire as a result of the termination of the reverse manifest portion of the

current nonletter-size Business Reply Mail experiment.



Docket No, MC98-1 Proposed Domestic Mail Classification Schedule Changes Attachment A

[Proposed additions are underlined. Proposed deletions are stricken through.]
930 PAYMENT ALTERNATIVES

931 BUSINESS REPLY MAIL

931.1 Definitions

931.11 Business reply mail is a service whereby business reply cards, envelopes,
cartons and labels may be distributed by or for a business reply distributor for
use by mailers for sending First-Class Mail without prepayment of postage to
‘an address chosen by the distributor, A distributor is the holder of a business
reply license.

931.12 A business reply mail piece is nonletter-size for purposes of this section if it
meets addressing and other preparation requirements, but does not meet the
machinability requirements specified by the Postal Service for mechanized or
automated letter sortation.

This provision expires June7;-4999-February 29, 2000, or upon
implementation of permanent fees for nonletter-size business reply mail,
whichever comes first.

931.2 Description of Service

931.21 The distributor guarantees payment on delivery of postage and fees for all
retumed business reply mail. Any distributor of business reply cards,
envelopes, cartons and labels under any one license for return to several
addresses guarantees to pay postage and fees on any retumns refused by
any such addressee.

931.3 Requirements of the Mailer

931.31 Business reply cards, envelopes, cartons and labels must be preaddressed
and bear business reply markings.

931.32 Handwriting, typewriting or handstamping are not acceptable methods of
preaddressing or marking business reply cards, envelopes, cartons, or labels.

931.4 Fees

831.41  The fees for business repiy‘mail are set forth in Fee Schedule 931.
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931.42 To qualify as an active business reply mail advance deposit trust account, the
account must be used solely for business reply mail and contain sufficient
postage and fees due for retured business reply mail.

931.43 An accounting fee as set forth in Fee Schedule 931 must be paid each year
for each advance deposit business reply account at each facility where the
mail is to be retumed.

931.6 Experimental Weight Averaging Fees

931.61 A set-up/qualification fee as set forth in Fee Schedule 931 must be paid by
each business reply mail advance deposit trust account holder at each
destination postal facility at which it applies to receive nonletter-size business
reply mail for which the postage and fees will be accounted for through a
weight averaging method approved by the Postal Service for determining and
verifying postage. ‘
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931.62

931.7

931.71

931.72

931.73

931.74

A distributor must pay this fee for each business reply mail advance deposit
trust account for which participation in the nonletter-size business reply mail
experiment is requested.

This provision expires June-F-1989February 29, 2000, or upon
implementation of permanent fees for nonletter-size business reply mail,
whichever comes first.

A nonletter-size weight averaging monthly fee as set forth in Fee Schedule
931 must be paid each month during which the distributor's weight averaging -
account is active.

This fee applies to the (no more than) 10 advance deposit account holders
which are selected by the Postal Service to participate in the weight
averaging nonletter-size business reply mail experiment.

This provision expires June—7,-199%-February 29, 2000, or upon
implementation of permanent fees for nonletter-size business reply mail,
whichever comes first.

Authorizations and Licenses

In order to distribute business reply cards, envelopes, cartons or labels, the
distributor must obtain a license or licenses from the Postal Service and pay
the appropriate fee as set forth in Fee Schedule 931.

Except as provided in section 931.73, the license to distribute business reply
cards, envelopes, cartons, or labels must be obtained at each office from
which the mail is offered for delivery.

if the business reply mail is to be distributed from a central office to be
returned to branches or dealers in other cities, one license obtained from the
post office where the central office is located may be used to cover all
business reply mail.

The license to mail business reply mail may be canceled for failure to pay
business reply postage and fees when due, and for distributing business
reply cards or envelopes that do not conform to prescribed form, style or size.
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931.75

Authorization to pay experimental nonletter-size business reply mail fees as
set forth in Fee Schedule 931 may be canceled for failure of a business reply
mail advance deposit trust account holder to meet the standards specified by

the Postal Service for the applicablereverse-manifest-or-weight averaging

accounting method.

This provision expires <Jtne+-4+99%—February 29, 2000, or upon

impiementation of permanent fees for nonletter-size business reply mail,
whichever comes first.
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FEE SCHEDULE 831
BUSINESS REPLY MAIL
Fee
Active business reply advance deposit account:
Per piece
Qualified $0.05
Nonletter-size, using weight averaging (experimental) $0:03
Other $0.08
Payment of postage due charges if active business
reply mail advance deposit account not used:
Per piece $0.30
Annual License and Accounting Fees:
Accounting Fee for Advance Deposit Account $300
Permit fee (with or without Advance Deposit
Account) $100
Monthly Fees for customers using ateverse-manifest
or-weight averaging for nonietter-size business reply
Nonletter-size: using weight averaging (experimental) $3:000
Set-up/Qualification fee for customers using a-reverse
manifestorweight averaging for nonletter-size business reply
Nonletter-size, using weight averaging (experimental) $3,000

1 Experimental per piece, monthly, and set-up/qualification fees are applicable only to partncnpants
selected by the Postal Service for the nonletter-size business reply mail experiment. The
experimental fees expire Jume-7-1898-February 29, 2000, or upon implementation of permanent
fees for weight-averaged nonleter-size business reply mail, whichever comes first.




Docket No. MC98-1 Reguest Attachment B

CERTIFICATION

I, John A. Reynolds, Manager, Product Finance, Finance Department,
United States Postal Service, am familiar with the attached Request of the
United States Postal Service for a Recommended Decision on Renewai of
Experimental Classification and Fees for Weight-Averaged Nonletter-Size Business
Reply Mail, together with the accompanying direct testimony and exhibits.

Pursuant to Rule 54(p) of the Postal Rate Commission's Rules of Practice and
Procedure, 39 C.F.R. § 3001.54(p) (1998), | hereby certify that | have read the
Request, that the cost statements and supporting data submitted as part of that
Request, which purport to reflect the books of the Postal Service, accurately set forth
the results shown by such books, and that, io the best of my knowledge, information,

and belief, every statement contained in the Request is proper.

L4 p /ZM,AL

Jofin A. Reynolds

March 10, 1999
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Audited Financial Statements



UNITED STATES POSTAL SERVICE

Statements of Operations

.{Mu in millions)
Years ended Sepmrnbcr 30,
1998 1997 1996

Operating revenue-—Note 8 $60,072 $58,216 $56,402
Operaring expenses:

Compensation and benefies—Notes 2, 6, and 7 45,588 43,835 42,676

Transportation 4,207 4,026 3.736

Orher 7,983 7.012 6,701
Total operating expenses 57,778 54,873 53,113
Income from operations 2,294 3,343 3,289
POD workens' compensation expense—Note 3 (8) (258) -
1nterest and investment income 44 1% 142
Interest expense on deferred retirement liabilities—Note 6 (1,597 (1.597) (1,449
Interest expense on borrowings {167) (307) {368)
Imputcd interest on OBRA 1993 rerroactive

assessments for employee bencfits—Note 4 (16) (32) (47)
Net income $ 550 $ 1,264 $ 1,567

Ser accompanying notes 1o financial suatements.
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UNITED STATES POSTAL SERVICE

Balance Sheets

(dallsrs in millions)
Seprember 30,
1998 1997
Assets
Currenc assers:
Cash and cash equivalents $ 39 § 403
Receivables:
Foreign countries 514 441
U.S. Govemnment 154 101
Consignment 51 48
Other 154 159
873 749
Less allowances 88 77
Tortal receivables, et 785 672
Supplies, advances and prepayments 348 3RR
Total currenc assets 1,528 1.463
Other assets, principally revenue forgone appropriations reccivable—Note 8 379 372
Property and equipment, at cost:
Buildings 15,123 13911
Equipment 11,179 10,328
Land 2,286 2,178
Leaschold improvements 916 797
29,504 27,214
Less allowances for depreciarion and amortization 10,785 9.702
18,719 17.512
Construction in progress 2,073 1.862
Toral property and equipment. ner 20,792 19.374
Deferred retirement costs—Nore 6 31,844 31,929
Total assets $54,543 $53,138

Y

Seée accompanying neres to financial scatements.
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BALANCE SHEETS (cowtiuvin)

Scpiembet 30,
1998 1997
Liabilities and Net Capital Deficiency
Current liabilities:
Compcnsation and benefits $ 5,290 $ 5.056
Estimaced prepaid postage 1,673 1,743
Payables and accrued expenses:
Foreign countries 780 703
U.S. Government 148 181
Other 742 940
Total payables and acerucd expenses 1,670 1,824
Prepaid box rentals, permit and metered mail 1,955 1924
Quistanding postal moncy orders 692 G640
Current portion of long-term debr _ 3633 2.647
Toral Garrent liabilivies 14,913 13,834
Long-term deby, less current portion—Note 5 2,788 3,225
Other liabilities:
Amounts payable for deferred retirement benefis—Note 6 30,138 30,343
Workers' compensarion costs—Note 2 4,923 4,749
Employees’ accumulated leave 1,959 1,858
Other 632 489
Total other liabilities 37,652 37.439
Commitments and contingencies—Notes 9 and 11
Taral liabilities 55,353 54,498
Ner capital deficiency:
Capital contributions of the U.S. Government 3,034 3,034
Deficit since reorganization _g._sé_ﬂ _d(:ﬁ._39j)
Total net capiral deficiency _,..@_12) _(_|,3_69)
Total liabilities and net capital deficiency $54,543 $53,138

See accompanying notes to financial starements.

UNITED STATES POSTAL SERVICE 1998 ANNUAL REPORT
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UNITED STATES FPOSTAL SERVICE

Statements of Changes in Net Capital Deficiency

(dollars ix millions)

Years chided Seprember 30, 1998, 1997, and 1996

Capial Deficic Total Ner
Contributions of Since Capital

U.S. Government Reorpanization Dcficiency

Balance, Scprember 30, 1995 $3.034 $({7.225) ${4.191)
Net Income - 1.567 1.567
Balance, September 30, 1996 3,034 {5,658) (2.624)
Net Income - 1,264 1.264
Balance, Scprember 30, 1997 3.034 {4,394) {1.360)
Net Income - 550 S50
Balance, September 30, 1998 $3,034 3$(3,844) $ (810)

Sce accompanying notes i financial statemeuts.
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UNITED STATES POSTAL SERVICE

Statements of Cash Flows

(dollars in meilliows) .
Years ended September 30,
1998 1997 1996
Cash flows from operating activities:
Net income $ 550 $ 1,264 $ 1,567
Adjustments to reconcile net income to net cash provided
by operaring activities:
Depreciation and amonization 1,579 1,673 1,333
Loss on disposals of property and equipment, net 7 19 15
Increase in other assets, principally revenue forgone
appropriations receivable @ (18) G7
Increase (decrcase) in USPS workers” compensation 195 {332) 205
(Decrease) increase in Post Office Depantment
workers” compensation (27 258 -
Decrease in rerroactive assessments payable o
the U.S. Government (331} 315 {300)
Increzse in employees’ accumulared leave 101 236 67
Increase in ocher liabilicies 143 46 160
Changes in current assets and liabilidies:
{Increasc) deorcasc in receivables. ner (113) 55 151
Decrease (increase} in supplics, advances and prepayments 40 2 (31
Increasc (decreasc) in compensation and benefits 451 128 (562)
(Decrease) increasc in estimated prepaid postage {70) 2 26
Decreasc in payables and accrued expenses {154) m (190
Increase in prepaid box rentals, permit and merered mail 31 332 162
Encrease (decrease) in outstanding postal money orders 52 (40) {17)
Net cash provided by operating activities 2,447 3,347 2,489
Cash flows from investing activitics:
Purchase of U.S. Government securities, available-for-sake (620) (300) {799)
Proceeds from sale of U.S. Government securities, available-for-sale 622 300 800
Purchase of property and equipment (3,055) {3.233) (2,340)
Proceeds from sale of property and equipment 49 26 4
Ner cash used in investing activities (3,004) (3.207) (2.335)
Cash flows from financing activities:
Issuance of debe 5,696 1,964 1,500
Payments on debe {5,147) {2.011) (2.861)
Ner cash provided by (used in) financing activities 549 47 (1,361)
Ner (decrease) increase in cash and cash equivalents (8) 93 (1,207)
Cash and cash equivalents at beginning of year 403 310 1,517
Cash and cash equivalents at end of year $ 395 S 403 5 310

See accompanying notes ro financial starements,
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UNITED STATES PQSTAL SERVICE

tatements 1. Description of Business

$60.1

billion

Our 1998 total operating
revenype was $60.1 billion.

Nature of Operations
The United States Postal Service (Postal Service)
provides mail service to the public, offering a vani-
ety of classes of mail services without discrimina-
tion among its many customers. This means that
within ezch dlass of mail our price does not vary
by customer for the levels of servioe we provide.
This fulfills our legal mandate to offer universal
services at a fir price. Our primary lines of busi-
ness are First-Class Mail, Standard Mail (A) and
Priority Mail. The principal markers for these
services are the communications, distribution
and delivery, advertising and retail markets.
Our products are distributed through our morc
than 38,000 post offices and a large net-
work of consignees. As in the past, we
continue to conduct our significant
operations primarily in the domestic
market, with our intemnartional opera-
tions representing less than 3 percent
of our total revenue. Our labor force
is primarily represented by the American
Postal Workers Union, National Association
of Letter Carriers, Nacional Postz! Mail Handlers
Union and National Rural Lewer Carriers
Assaciation. Almost 90 percent of our career
employees are covered by collective bargaining
agreements. No agreement expired in fiscal
year 1998. However, three of our largest con-
tracts representing 82 percent of our career
cmployces expire November 20, 1998.

Postal Reorganization
The Postal Service commenced operations on
July 1, 1971, in accordance with the provisions
of the Postal Reorganization Act (the Acx). The
cquity that the U.S. Government held in the
former Post Office Deparument became the ini-
tial capital of the Postal Service. The Postal Service
valued the assers of the farmer Post Office
Deparrment at original cost less accumulared
depreciation. The U.S. Government remained
responsible for all the liabilities arrributable to
operations of the former Post Office Department.
The Balanced Budget Act of 1997 charged the
Posral Service with certain liabilities actributable to
operations of the former Post Office Department
for the first time since postal reorganization. Qur
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1997 fnancial statements containied 2 $258 mil-
lion reduction to net income as a result, wich an
addirional $8 million apense in 1998 (Note 3).

Price Setting Process

Since 1971, the Act has required the Postal Service
to establish prices dhat cover the costs of operating
the postal system. The Act established the inde-
pendent Postal Rate Commission with oversight
responsibility for mail prices, subject to approval
by the Governors of the Postal Service. The At
provides for the recovery of operating losses
chrough furure rare increases.

2. Summary of Significant
Accounting Policies

Basis of Accounting and Use of Estimates
The Postal Service maincains its accounting
records and prepares its financial statements on

the accrual basis of accounting. This basis con-
forms with generally accepted accounting princi-
ples, Following these principles, we made estimares
and assumptions thar affect the amounts we report
in the financial statements and notes. Actual
resules may differ from our estimates.

Cash Equivalents
Cash equivalents are sccuritics which marure
within 90 days or less from the date we buy them.

Current Values of Financial Instruments

We determine the current value of our investments
in non-marketable U.S. Government securities
based on the current value of equivalent mar-
ketable U.S. Government securitics. We determine
the current value of our debt based on what we esti-
mate it would cost us to pay off the debt if we used
the current yicld on equivalent U.S. Treasury debt.

Supplies, Advances & Prepayments ’
Supplies, advances and prepayments are primarily
composed of our invenrories of supplics, motor
vehicle parts, repairable parts for mail pracessing
equipment and advances to employees for annual
leave. We value our inventories at the lower of
average «ost or current market price. Total inven-
tories amounted to $158 millian at the end of

1998 and $187 million at the end of 1997.

Property and Equipment
We record property and equipment at what it cost
us ro acquire the assets, including the interest we



pay on the moncy we borrow to pay for the con-
struction of major capital additions. This interest
amounted to 344 million in 1998, $22 million
in 1997 and $29 million in 1996.

We depreciate buildings and equipment over
their estimated useful lives, which rnge from 3 10
40 ycars, using the straight-line method. We
amortize leaschold improvements over the period
of the lease or the uscful life of the improvement,
whichever time is shorter.

During 1997 we changed our policy for
expensing minor asset purchases. We increased
the limit from $2,000 to $3,000. As z result, we
expensed $83 million of assets in 1997 that were
under the new himit

Estimated Prepaid Postage

This is the amounc of cash we estimate thar we
collected by the end of the year for services thar
we will perform in the following year.

Compensation and Benefits Payable

This is the salaries and benefits we owe to current
and retired employees, including the amounts
employees have earned but have not yet been paid,
current workers' compensation, unemployment
costs, health benefits and the current pottion of
the amounts payablc for recirement benefits.

Deterred Retirement Benefits

This is the present valuc of our estimated legal
obligation to the Civil Service Retirement and
Disability Fund for the amount of retitement
benefits payable in the future for our current
employees’ reticement and our present retirees
and their survivors. The present value of aur bene-
firs payable for our current employces increases

Qur plants use highly
efficient equipment
to speed your lefter
on its way.

when management increases basic pay. The present
value of our benefits payable also increases when
Cost of Living Adjustments {COLAs) are granted
10 our retirees or their survivors, We capitalize as
deferred rerirement costs the amounts due and
payable in future years. We expensc and pay these
costs over periods of 30 years for amounts actrib-
utable to current employees and 15 years for
amounts attriburable to retirees, at 5 percent
interest. We account for our participation in the
U.S. Government sponsored retirement plans as
participation in a multi-employer plan arrangement.

Post-Retirement Heaith Benefits

Retiree heaith benefits costs are our obligation o
pay a portion of the health insurance premiums of
thosc retirees and their survivors who participate
in the Federal Employces Health Benefits Program
{FEHBP)}. We account for our participation in
FEHBP as participation in a multi-cmplayer plan
arrangement. Therefore, we expense the costs of
our retiree health benefits as we incur them.

Warkers' Compensation Costs

We are self-insured for workers' compensation
costs under a program administered by the
Department of Labor (DOL). We record these
costs, which include the employees’ medical
expenses and payment for continuation of wages,
as an operating expense. At the end of the year,
our liability represents our estimated present value
of che total amounts we expect o pay for out-
standing claims, We base our estimate of the total
costs of a claim upon the severity of the injury,
the age of the injured employee, the assumed life
expectancy of the emplovee, the trend of our
experience with such an injurv and ather factors,
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$3.1

billion

We spent $3.1 billion
in 1996 on capital
Improvemerits

o serve our
customers better.

In our calculation of present value, we use 2 net
disoount rate of 0.1 percent for medical expenses
and 3.0 percent for compensation daims.

In 1996, we changed one of the assumprions
we use to estimate our workers' compensation lia-
bility. As part of our calculation, we use the wends
in our claims for the current year and the daims
from previous years to estimare the length of time
an employee will receive workers’ compensation,
Beginning in 1996 we placed greater emphasis on
our experience with prior years' daims to estimate
this liability. As a result, we had an increase in

expense of $113 million in 1996.
At the end of 1998, we estimare our total
liability for furure workers’ compensation
costs at $5,287 million, exduding Post Office
Department (POD) liability (Note 3). At the
end of 1997, this liability was $5,092 mil-
lion. In 1998, we recorded $760 million in
workers' compensation expense, compared
to the $206 million we recorded in 1997 and
the $737 million we recorded in 1996.

Research and Development Costs

We record research and development costs as
expenses when we incur them. These costs were
$77 million in 1998, $68 million in 1997 and
$56 million in 1996.

Advertising

We record advertising costs as expenses when we
incur them. These costs were 3301 million in 1998,
3266 million in 1997 and $236 million in 1996.

3. Balanced Budget
Act of 1997

Under the Postal Reorganizacion Act of 1971, the
U.S. Government remained responsible for payment
of all Post Office Department (POD) workets’
compensarion claims incurred before June 30, 1971,
This Act required thac the newly-creared USPS
would be responsible enly for its own workers'
compensation claims. However, under the
Balanced Budget Act of 1997, the remaining
liability for these POD costs has now been trans-
ferred 1o the U.S. Postal Service. We estimare the
present value of these claims was $258 million at
the end of 1997. We recorded this amount as an
expense for 1997. The 1998 expen’c is $8 million,
and the estimarted liability s $231 million. In our
calculation we use a net discount rate of 3 percent.
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4. Retroactive Assessments
for Employee Benefits

Omnibus Budget Reconciliation Act of 1993
Under the Omnibus Budget Recondliation Act
of 1993, we must pay 5 percent interest on the
$2.14 billion retroactive assessment from the
Omnibus Budget Reconciliation Act of 1990.

We paid this interest in three equal annual insull-
ments totaling $1.041 billion. We made the first
paymens in 1996 and the second in 1997 fora
total of $694 million. We made the final payment
this year of $347 million,

5. Debt and Related
Interest Costs

Under the Postat Reorganization Act, as amended
by Public Law 101-227, we can issuec debt obliga-
tions, However, we are limited to net annual
increases of 32 billion in our debt for capiral
improvemcnts and to $1 billion for operating
expenses. Out ozl debt cannor exceed $15 billion.
Debr is due as follows (dollars in millions):

Year Amount
1999 $3,633
2000 84
001 52
2002 201
2003 . -

Afer 2003 2,451

We paid in cash $236 million in interest in
1998, £336 million in interest in 1997 and
$473 million in 1996.

The current estimated market value of our
debr is $6,639 million in 1998 and $6,102 million
in 1997 (Note 2}. All notes payable to the Federal
Financing Bank (FFB) may be repurchased at cur-
rent value at any rime with five days notice of
intent to do so.

The following page derails our debt, which
consists of notes payable to the FFB and mortgage
notes pavable:



OUR DEBT CONSISTS OF THE FOLLOWING

(doliars in milliyns)
Interest Seprember 30,
Rare % Terms 1958 1997
Nores Piyable 1o the Federal Financing Bank (FFB):
8.075 Payzble $32 million each year to May 31, 2000 $ 64 $ 9%
7.800 Payable $15 million each year o May 31, 2001 45 60
7.591 Payable $50 million each year o Junc 1, 1997 and $23 million duc on
June 1, 1998 - 23
8474 Payable $30 million each year o June 1, 1998 - 30
B.908 Payable $35 million each year vo June 1, 1998 - 35
9.074 Payable $60 million each year to June 1, 1998 - 60
8.761* Payable $24 million on Junc 2, 1997; paymencs of $36 million each year
on June 1, 1998-1999; and payments of $36 million each year thereafter
through May 31, 2008 108 144
7.786 Payable Scptember 30, 1998 - 450
7367 Payable August 15, 2002 . 1,500
7.615 Payable Navember 30, 2007 - 1,000
6.274 Payable May 16, 2005 500 500
4491 Ovemight revolving credic facilicy; final macuricy date November 30, 1998 246 164
4.667 Payable November 15, 2026; repurchasable at par November 16, 1998 and
every February 15, May 15, and August 15 thereafter 600 -
4.667 ***  Short-term revolving credis facilicy; final marurity date November 30, 1998 2,700 1,800
5.568 Payable December 31, 2002 200 -
5688 Payable August 15, 2007 400 -
5.546 Payable Auguse 15, 2007 150 .
5,959 Payable November 15, 2027 400 -
5.726 Payable November 15, 2027 100 -
5.606 Payable November 15, 2027 300 -
5.420 Payabic May 15, 2008 200 -
4.981 Payable May 15, 2008 200 -
490 Payable May 15, 2008 200 -
6,413 5.862
Mortgage Notes Payable:
5.00 w0 Maruring from fiscal years 1999 dhrough 2039 secured by land,
9.75 buildings and equipment with a carrying amount of $41 million.
(Aggregate annual installments approximate §1 million.) 8 10
6,421 5,872
Less current portion of debt 3,633 2,647
$2,788 $3.225

= Weighted average interest rate; prior year's weighted average interest rare was 8.764%
=* Prior year rate was $.312%.
*** Prior year rare was 5.198%.
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6. Retirement Programs

With cernain exceptions, employees participate

in one of the following three retirement programs
based upon the starting date of their employment
with cthe Postal Service. Employec and employer
contriburions are made o the Civil Service Retire-
ment and Disability Fund (CSRDF), which is
administered by the Office of Personnel Manage-
ment. Employees may also participate in the
Thrift Savings Plan, which is a defined contribu-
tion retirement savings and investment plan.
Postal Service employees arc authorized to partici-
patc in the Thrift Savings Plan by the Federal
Employees Retirement System Act of 1986. The
Plan is administered by the Federal Retirement
Thrift Investment Board.

Civil Service Retirement System (CSRS)
Under the Postal Reorganization Acr, officers and
carcer employees are covered by the Civil Service
Rerirement Systern, which provides 2 basic annuiry
and Medicare coverage. The CSRS fund cavers
substantially all employees hired prior to January 1,
1984, We and the participating employec each
contribute 7 percent of the employee’s basic pay to
the CSRDFE We and the employee also contribute
10 Medicare art the rate prescribed by law. We do
not match contriburions to the Thrift Savings Pian
for employees who participate in the CSRS.

Dual Civil Service Retirement System
(Dual CSRS)/Social Security System

Employees with prior U.S. Gavernment service
who were hired between January 1, 1984 and
January 1, 1987 are covered by the Dual Civil
Service Retirement System/Social Security System.
We contribute 7 percent of the employee’s basic
pay to the CSRDF. The employee contribures
0.8 percent of basic pay. We and the employee also
conrribute to Social Security and Medicare at the
rates prescribed by law. We do not march contri-
butions to the Thrift Savings Plan for employees
who participate in the Dual System.

Federal Employees Retirement System (FERS)
Effective January 1, 1987, officers and career
employees hired since December 31, 1983, excepr
for those covered by the Dual System, are covered
by the Federal Employecs Retirement System Act
of 1986. In addition, employees hired before
January 1, 1984 could choose during certain
periods in 1987 and 1988 to participare in the
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FERS. This System consists of Social Security,

a basic annuity plan, and a Thrift Savings Plan.
We contributed to che basic annuiry plan
10.7 percent of each employee’s basic pay in 1998

and 11.4 percent in 1997 and 1996. Employees
contributed 0.8 percent of their basic pay in thesc
years. We and the employee also contribure 1o
Social Security and Medicare at the rates pre-
scribed by law. In addition, we arc required 1o
contribuce to the Thrift Savings Plan a minimum
of 1 percent per year of the basic pzy of employees
covered by this System. We also match a voluntary
employee contriburion up to 3 percent of the
cmployec’s basic pay, and 50 percent of a contribu-
tion between 3 percent and 5 percenr of basic pay.

The number of employees enrolled in each of
the retirement plans at the end of 1998, 1997 and
1996 is as follows:

1998 1997 1996

CSRS 298,827 314068  328.270

Dual CSRS/
Social Secusity 13,418 13,900 14,320

FERS 479,069 436735  417.948

Deferred Retirement Costs
Deferred retirement costs consist of the following
deferred liabilities (dollars in millions):

1998 1997
CSRS basic pay increases $25,827  $26.133
CSRS retirees’ and survivors’
cost of living adjuscments 6,017 5.796
Total $31,844 33199

There are no deferred retirement costs associ-
ated with FERS.

Deferred Retirement Liability—Civil Service
Retirement System

When we increasc our employees’ current basic
pay, we are liable for the additional deferred retire-
ment liability. The liability results from the
increase in our employees’ rexirement benefits
which are based on this pay increase. The Office
of Personnel Management determines the esu-
mated increase in our deferred liabifity, We
amortize and pay this amount in 30 equal annual
installments, which includes interest computed
ar a rate of 5 percent per year. We make che first
paymenr at the end of the year in which employ-
ees receive their pay increase,



The increase in our deferred liabilicy for retire- Expense Components

ment benefics under the CSRS as a result of basic Listed below are the components of our rotal

pay increases was $836 million in 1998, $560 mil- retirement expenses thar are included in our com-

lion in 1997 and $3,696 million in 1996. pensation and henefits expense and related interest

expense in the Sracement of Operadions for 1998,

Deferred Retirement Liability— 1997 and 1996 (dollars in millions):

Retirees’ and their Survivors’

Cost of Living Adjustments (COLAs) 1998 1997 1996

Congress derermines the COLAs granted 1o our CSRS $ 849 $ 870 5 877

retirees. Under the Omnibus Budger Reconcili- FERS 1,640 1,590 1473

arion Act of 1990, we are fiable for our share of FERS—Thrift Savings

the cost of living adjustments granted to those Plan 608 552 489

retirees, and their survivors, refiring on or after Dual CSRS/Social

July 1, 1971. We are not responsible for any costs Sceurity 36 36 3G

due to Federal civilian service before that date. Social Security 1241 1,062 1082
Each year che Office of Personnel Management 5,00 o0

derermines the estimated increase in our fiabilicy deferred cost

under this law for the currenc year. We amortize CSRS 1,142 1064 1,157

and pay each year's amount in 15 equal annual Annuitant COLAs 569 552 507

instaliments, which include interest computed
Interest expense on

atarate of 5 peroent per year. deferred liabilities 1,597 1597 1.449
The increase in our deferred fiabiliry for Impuced interes; on
our redirees’ COLAs was $790 million in 1998, CBRA 0y 16 5 o
$1,041 million in 1997 and $951 million in 1996.
Total retirement .
expense $7,698 37,455 §7,117

Future Minimum Payments
We estimate the futute minimum payments we have

to make in order o fund CSRS benefits and retiress” :
cost of living adjustments as of September 30, 1998, 7' POSt Retlrement Health

are as Follows (dollars in millions): Benefit Programs

Year Amount Employees of the Postal Service who participare

1999 $ 3,301 in the Federal Employees Health Benefits Program

2000 3282 (FEHBP) for ar least the five years immediarely

2001 3,274 before their retirement may participare in the

FEHBP during theit recirenent. Under the

2002 3,203 . .

2003 3124 FEHBP, we pay 2 portion of the health insurance
00 ' premiums of participating rerirees and their

After 2003 32,507

survivors. This Program is administered by the
$48.691 Office of Personnel Management.
Less amount representing interest 16,834 The Omnibus Budger Reconciliation Act of

Toral future minimum payments $31,857 1990 requires us to pay the employer’s sharc of
heaith insurance premiums for ail employees, and

Less: Portion classified as a current liability
in compensation and benefirs 1,719 their survivors, who participace in the FEHBP and

who retire on or after July 1, 1971. However, we
do not include the costs attriburable to Federal
civilian service before thar date. Qur FEHBP costs
amounted to $581 million in 1998, $548 million
in 1997 and $497 million in 1996. We include these

costs in our compensation and benefits expense.

Long-tetm portion of future minimum
payments $30,138
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$1.6

billion

We typically pay
$1.6 billion in salary
and benefits every
two weeks.

8. Revenue Forgone

OQur operating revenue includes accruals for rev-
enuc forgone. Revenue is forgone when Congress
mandates that we provide frec or reduced mail
rates for certain mailers. The difference berween
the price Congress has mandated and the price
we would have charged the mailer determines the
amount of forgone revenue. Congress appropriates
money to reimburse us for only a portion of the
revenue forgone that we have incurred in past
years. In our operating revenue, we have included
as revenue the amounts for revenue forgone of
$67 million for 1998, $83 million for 1997 and
$93 million for 1996. Legislation that was passed
after our year ended appropriated $71 miilion
for 1999 buc delayed the payment unil fiscal
year 2000, Accordingly, we will record this as
a receivable in 1999,
Under the Revenue Forgone Reform
Act of 1993, Congress is required to
reimburse us $29 million annually
through 2035 (42 years). This reim-
bursement is for two purposes: scr-
vices we performed in 1991, 1992
and 1993 for which we have not yet
been paid; and for shortfalls in the reim-
bursement for the costs we incurred for processing
and delivering cerwain nonprafit mail fram 1994
through 1998. Legislation passed after our year
end failed to appropriate the $29 million owed for
FY 1999. We can only assume, based on subcom-
mitree notes, that they do intend to pay us this
amount but that the payment is delayed. Because
of the uncerainty of the legislative intent we have
recorded an zllowance for the principal portion
of this installment in our bad debt account. If
Congress doesn't pay us, we can by law make up
thar lost income by adjusting our rates on all mail-
ers through the postal race making process.

The Revenue Forgone Reform Act of 1993
authorized a toral of $1.218 billion in payments.
We calculate the presenc value of these furure
reimburscments 1o be approximately 3390 million
at 7 percent interest. At the end of 1998, we
have recognized cumulative revenues of approxi-
marely $390 million. The amounts receivable as
of Seprember 30, 1998 and 1997 were $380 mil-
lion and $372 million, respectively. We recognized
revenue of $10 million in 1998, $2 million in
1997 and $37 million in 1996.
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9. Commitments

At September 30, 1998, we estimare our financial
commitment for approved Posal Service capiral
projects in progress is $3.7 billion.

Qur toral rental expense for the years ended
September 30 is summarized as follows (dollars
in millions):

1998 1997 1996

Nonancellable real estare

leases including related taxes  $711 5659 S616
Facilicies [eased from General

Services Administration

subject 1o 120-day notice

of cancellation 37 34 i6
Equipment and other

short-term renuals 234 154 153
Total $982 $B47 SBOS

At Sepeember 30, 1998, our future minimum
lease payments for all noncancellable leases are as
follows (dollars in millions):

Year Operating Capital
1999 $ 68! £ 54
2000 637 54
2001 577 54
2002 524 54
2003 479 54
After 2003 4,772 255
$7.670 525
Less: Interest at 6.5 percent 137
Total capital lcase obligations m
Less: Short-term portion of capital
lease obligarions _ Mo

Long-term portion of capital fease obligations  $358

Most of these leases contain rencwal oprions for
periods rmnging from 3 to 20 years. Cermain noncan-
cellable real estate leases give us the option to pur-
chase the facilities ar prices specified in the leases.

Capiual leases included in buildings were
5388 million in 1998 and $272 million in 1997.
Total accumulated amortzation is S8G million
in 1998 and $54 million in 1997. Amortization
expense for assets recorded under capital leases
is included in depreciation expense.



10. Impaired Assets

In 1997, we began 1o record losses on long lived
assets when events and circumstances indicate thar
the assets might be impaired. In accordance with
FASB Statement No. 121, "Accounting for the
Impairment of Long-lived Assets and for Long-
lived Assets to Be Disposed Of," we have wrirten
down our impaired assets to the lower of cost or
fair value. We have identified sevesal properries
that qualify due to either obsolescence or carth-
quake damage. The loss reported in 1997 for thesc
impaired assets is 357 million which has been
included in other operaring expense in the 1997
Statement of Opetarions. No material impair-
ments were recorded in 1998,

11. Contingent Liabilities

Each quarter we review litigation pending against
us. As a result of this review, we classify and adjust
our contingencies for claims which we think it is
probable that we will lose and for which we can
reasonably estimate the amount of the unfavorable
outcome. These claims cover labor, equal employ-
ment opportunity, environmental issues, traffic
accidents, injuries on postal properties, personal
claims and property damages, and suits and claims
arising from postal contracts. We also recognize
the settlement of claims and lawsuits and revisions
of other estimates.

As a part of our continuing cvaluation of esti-
mates required in the preparation of our financial
statements, we recorded approximarely $21 million
- decreasc in liabilities in 1998, $26 million decrease
in liabilities in 1997 and increascd liabilicies by
approximately $120 million in 1996. We recog-
nized sertlement of claims and lawsuits and revised
other estimates in our changes in contingent lizbil-
ities. Management and General Counsel believe
that we have made adequace provision for the
amounts which may become due under the suirs,
claims and proceedings we have discussed here.

12. Year 2000 Disclosure
(Unaudited)

Consequences of failure 10 resolve the Year 2000
problem may range from minor effects on adminis-
trative or financial systems to having some impact
an the abilicy of the Postal Service 1o sort and
deliver mail. As part of our overall plan to address
the Year 2000 Lssue, we have complered assessments
of our computer applications and mail processing
svstems to identify tisk areas where these systems
may have errors or failures beyond year 1999, Our
assessments identified systerns that required reme-
diation, especially thosc that are crirical to the
operation of the USPS, So far, we have spent $94
million in upgrading our systems and preparing
for year 2000 readiness, and the total cosr is
expected to approach $500-600 million.

As of Scprember 15, 1998, remediation efforts
prior 1o testing had been completed on approxi-
matcly 69 pescent of all critical systems, including
93 percent of financial systems. We expect to com-
plete che remaining remediarion work, testing and
tmplementarion by the end of June 1999. Testing
at 3 major mail processing plant and a bulk mail
center revealed thar the mail processing equipment
can correctly process letters, flats and parcels to and
through the Year 2000. To further prepare for the
Year 2000 transition, we are developing contin-
geney plans to address business conrinuity of our
most critical systems and business processes, failures
in the readiness of key suppliers and other third
parties in order to minitmize the impact on the
USPS and our ability 10 deliver the mail.

In order to add value to
our expedited delivery
services, we will soon
be able to confirm that
delivery has been made.
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Audit
Committee
Chairman’s Letter

The members of the Audit Committee are selected by the Chairman of the Board

of Governors. During 1998, the Committee, consisting of myself, Governors Ballard
and McWherter, met seven times in conjunction with the regularly scheduled monchly
Board meetings.

The Audir Commitree is responsible, on behalf of the Board of Governors, for review-
ing the financial reporting process, ensuring the soundness of the accounting and control
practices, and the integricy of the financial statements of the Postal Service. As 2 part of that
responsibiliry, the Commirtee also reviews other related issues as appropriate.

The Committee also recommends to the Board of Governors, subject o its approval,
the selection of the independent public accounting firm responsible for the external audit
work and oversees compliance with the terms of the contract.

During 1998, the Committee recommended and the Board approved changes to the
Board’s Audit Charter which were necessary to recognize the shift in audic responsibiliries
from the Inspection Service to the Office of the Inspector General.

The Committee discussed the overall scope of the work and the specific audit plans —
with the external auditors, Ernst & Young LLP, the Office of the Inspector General and the
Postal Inspection Service at the start of the audit process. We also mer regularly with man-
agement, the Inspector General, the Inspection Service, Ernst & Young, and the General
Counsel jointly and, as appropriate, independently to discuss the progress of the audit work.

" This included an evaluation of the organization’s internal controls and the quality of the
financial reporting process. This also provided the opportunity for the Committee to assess
the coordination of the audit work and ensure the independence and objecrivity of the
internal and external audit programs.

Accordingly, the Commirtee recommended and the full Board approved the financial

statements for 1998,

C &yShappe

Einar V. Dyhrkopp
Chairman, Audit Commirttee
December 8, 1998
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Report of
Independent Auditors

Board of Governors
Unirted Stares Postal Service

We have audited the accompanying balance sheets of the United States Postal Service as
of September 30, 1998 and 1997, and the related starements of operations, changes in
ner capital deficiency and cash flows for each of the three years in the period ended
Seprember 30, 1998. These financial statements are the responsibility of the United States
Postal Service’s management. Qur responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards and
the standards for financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and per-
form the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disciosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by managemen,
as well as evaluating the overall financial statement presentation, We believe that our audits
provide a reasonable basis for our opinion.

In our opinien, the financial statements referred 1o above present faisly, in all macer-
ial respects, the financial position of the United States Postal Service at September 30,
1998 and 1997, and the results of its operations and its cash flows for each of the three
years in the period ended Seprember 30, 1998, in conformiry with generally accepred
accounting principles.

In accordance with Gevernment Auditing Standards, we have also issued a report dated
November 10, 1998, on our consideration of the United States Postal Service's internal
control over financial reporting and on tests of its compliance with certain provisions of

laws, regulations, contracts, and grants.

Gamet + LLP

Washingron, D.C.
November 10, 1998
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Docket No, MC89-1 Testimony index

Witness Testimony Exhibits Workpapers Attorney
James A, Kiefer USPS-T-1  None None Michael Tidwell
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Docket No. MC99-1 Request Attachment E

COMPLIANCE STATEMENT

This Attachment contains a statement of the manner in which the Postal Service
has supplied the information requested in sections 54 and 64 of the Commission's
Rules of Practice and Procedure (39 CFR §§ 3001.54 and 3001.64). Where requested
information is not included in direct testimony or exhibits of the Postal Service's
witnesses, it is contained in the Request or in this or other attachments to the Request,
or has been incorporated by reference in the testimony, exhibits, Request, or
attachments, and made available to the Commission, or is subject to a motion for

waiver of certain provisions of the Commission’s Rules.



RULE:54(b)(1), (2}, (3), (4)

INFORMATION REQUESTED:

These rules request the submission of schedules of
the existing effective rates of postage and fees for all
postal services and those rates and fees as proposed
to be changed or adjusted. The schedules must:

(1)

(2)

(3)

(4)

show the full rates and, where applicabie, the
phased rates under section 3626 of title 39,
U.S.C,, and any proposed adjustment to such
phased rates under section 3627 of titie 39,
U.S.C., indicated by the circumstances known
at the time of the filing;

be presented in a summary fashion and a
tariff-like form, specifying those rules,
regulations and practices which establish the
conditions of mailability and the standards of
service. Specifically, they must address such
functions as mail pickup and delivery,
processing and other similar functions;

contain a statement of the degree of economic
substitutability between the various classes
and subclasses; and

be accompanied by an identification of all
nonpostal services.

1. Present and Proposed Rates, Fee and Classification Schedule Provisions.

Attachment A to this Request includes the proposed changes to Domestic Mail

Classification Schedule § 931 and DMCS Fee Schedule 931 for weight-averaged

nonletter-size Business Reply Mail.



E-3

Rules, Regulations, and Practices that Establish Conditions of Mailability and
Standards of Service.

The rules, regulations, and practices that establish conditions of mailability and
standards of service are published in the Domestic Mail Manual and are
incorporated by reference in 39 C.F.R. § 111.1. The Postal Service's response
to Rule 54(b)(2) should not be construed to admit that the Commission's

jurisdiction extends to any of the specified rules, regulations, or practices.

3. Degree of Economic Substitutability and 1dentification of Nonpostal
Services.

The proposed renewal of the experimental classification and fees for
weght-averaged nonletter-size Business Reply Mail is not expected to cause
substitution among mail classes or rate categories, but is expected to continue to
have an impact on the volume of nonletter-size BRM in the Other fee category
which is not subject to weight averaging. See the Docket No. MC99-1 testimony
of Dr. Kiefer (USPS-T-1). To the extent that further information is required
under this Rule, the Postal Service has requested that the requirement be

waived.

4. Nonpostal services include: alien registration, sale of philatelic products,
sale of food stamps, sale of passports, sale of migratory bird hunting and

conservation stamps, sale of misceflaneous products, Mailgram,' photocopy

¥ Although not a service, Mailgram is included here in recognition of its
(continued...)



E-4
service, vending stands and vending machines, postmasters in Alaska as
notaries public, and post office assistance to the Office of Personnel
Management and the Selective Service System. From time to time, the Postal
Service may offer other nonpostal services. Some of these nonpostal services

may be provided on a limited or trial basis.

(...continued)
nonpostal nature.
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RULE:54(c)
INFORMATION REQUESTED:

This rule requires "an identification of the characteristics of the mailer and
recipient, and a description of the contents of items mailed within the various
classes and subclasses of mail and service."

Information responsive to this rule was provided by the Postal Service in Docket
No. R97-1 and is reflected in the Opinion of the Commission in that proceeding.

With respect to Business Reply Mail, such information may be found in the

Docket No. MC99-1 testimony of Dr. Kiefer (USPS-T-1).
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RULE: 54(d)
INFORMATION REQUESTED:
This rule requests "an identification of the physical attributes of the items mailed by
class and subclass, including shape, weight, and distance."

With respect to Business Reply Mail, such information may be found in the
testimony of Dr, Kiefer (USPS-T-1). A motion seeking a waiver of this rule, insofar as it

requires information about distance, has been filed.
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RULE:54(e)
INFORMATION REQUESTED:

To the extent such information is not included within material supplied under rule
54(b)(2), this rule requests "a summary statement describing special service
arrangements provided to, or requested or required of, mailers by the Postal Service
which bear upon the cost of service or the value of the mail service to both the sender
and the recipient, g.g., services relating to mailer preparations in excess of
requirements specified by the [Qomestic Mail Manual], pick-up and delivery, expedited
or deferred processing, and other similar activities performed.”

The requirements for weight-averaged nonletter-size Business Reply Mail are

described in the testimony of witness Kiefer (USPS-T-1), and in the DMM referenced in

response to Rule 54(b)(2).
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RULE:54(f)(1)
INFORMATION REQUESTED:
This rule requests the submission of "the total actual accrued costs during the most
recent fiscal year for which they are reasonably available.”
Actual accrued costs for FY 1997 are presented in the Cost & Revenue Analysis
(CRA) Report, which was filed with the Commission in accordance with 39 C.F.R.§ 102

on June 2, 1998.
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RULE:54(f)(2) (Basic Submissions)

INFORMATION REQUESTED:

This rule requests:

for the year in which the filing is made, estimates of the total actual
accrued costs of the Postal Service, assuming the prefiling (existing) rates
and fees;

for the year in which the filing is made, estimates of the total actual
accrued costs of the Postal Service, assuming the proposed rates and
fees;

for a year which forms the basis for the proposed rates and fees,
beginning not more than 24 months after the filing date of the Request,
estimates of the total actual accrued costs of the Postal Service,
assuming the prefiling {(existing) rates and fees;

for a year which forms the basis for the proposed rates and fees,
estimates of the total actual accrued costs of the Postal Service,
assuming the proposed rates and fees.

The Postal Service has requested that the requirement be waived, given the very

limited purposes of the request in this proceeding.
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RULE:54(f)(2) {(Methods and Procedures)

INFORMATION REQUESTED:

For the estimated total accrued costs specified in this provision, the rule requests an
explanation of the methods and procedures used for the cost projections, including

-- an explanation of the projection of total volumes;

- an explanation of the effect of the projected volume levels on estimated
total costs;

-- specification of the cost savings which will be realized from gains and
improvements in total productivity, indicating such factors as operational
and technological advances and innovations;

-- identification of abnormal costs which are expected to be incurred in the
test year.

The Postal Service has requested that the requirement be waived, given the very

limited purposes of the request in this proceeding.



RULE:54(f)(3){I) and (ii} (Operating Costs)
INFORMATION REQUESTED:

This rule requires that the cost presentations prepared in response to paragraphs (f)(1)
and (f)(2) of Rule 54 must show the following:

- the Postal Service's operating costs, described in "sufficient detail as to
the accounting and functional classifications and with such reasonable
explanation so that the actua! or estimated amount for each item of
expense may be readily understood”; and

- full explanations for the amounts inciuded for depreciation on capital

facilities and equipment, debt service, contingencies, and extraordinary or
nonrecurring expenses.

The Postal Service has requested that the requirement be waived, given the very

limited purposes of the request in this proceeding.
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RULE:54(f)(3)(iii) (Cost Assignment and Distribution)

INFORMATION REQUESTED:

This rule requires that the cost presentations prepared in response to paragraphs (f)(1)
and (f)(2) of Rule 54 must show the assignment and distribution of costs to each of the
functions "comprising the mail process," including,

an itemization of costs by the major accounts as reflected by the Service's
books of account for all cost segments;

an itemization of costs by functions such as collection, acceptance,
general overheads, etc.;

an assignment and distribution of the costs by account, together with
related mail volumes, for each function;

an assignment and distribution of the costs by account, together with
related mail volumes, to "such subfunctions within each category for which
information is available or can be developed”,

an explanation of the method by which the costs by account are assigned

and distributed to functions.

The Postal Service has requested that the requirement be waived, given the very

limited purposes of the request in this proceeding.
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RULE:54(g)
INFORMATION REQUESTED:
This rule requests historical costs for "each fiscal year since the last filing pursuant to
this section" to be submitted "in a form as nearly consistent as possible with the filing
under [rule 54{f)], together with explanations of any departures from such form and the
effect of such departures.”

Actual accrued costs for FY 1997 are presented in the Cost & Revenue Analysis

(CRA) Report, filed with the Commission on June 2, 1998.



RULE:54(h)(1)
INFORMATION REQUESTED:

This rule requests the separation of actual and estimated tota! costs, for the fiscal years
specified in Rule 54(f), as between postal services (including international mail) and
nonpostal services. "The presentation shall show the methodology for separating
postal costs as between postal services and nonpostal services, and shall be in
sufficient detail to allow a determination that no nonpostai costs have been assigned or
allocated to postal services.”

The Postal Service has requested that the requirement be waived, given the very

limited purposes of the request in this proceeding.



RULE:54(h)(2) and (3) (Separation of costs)
INFORMATION REQUESTED:

For the actual and estimated total costs presented for the years specified in rule 54(f),
these rules request the costs to be separated as follows:

-~ those direct costs which can be attributed to each class of mail or type of
mail service;

~ those indirect costs which can be attributed to each class of mail or type
of mail service;

- any other costs of the Service which can be reasonably assigned to each
class of mail or type of mail service;

- any other costs of the Postal Service which cannot be attributed or
reasonably assigned.,

The methodology used to derive these costs is requested to be set forth in detail.

The Docket No. MC99-1 testimony of witness Kiefer (USPS-T-1) refers to the
Docket No. MC97-1 cost testimony of witness Schenk (USPS-T-2) and her Docket No.
MCO99-2 cost testimony (USPS-T-3). It also refers to the Docket No. MC87-1 pricing
testimony of witness Fronk (USPS-T-3) and witness Kiefer's Docket No. MC99-2 pricing
testimony. To the extent that the rules calls for additional information, the Postal
Service has requested that the requirement be waived, given the very limited purposes

of the request in this proceeding.
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RULE:54(h}(4), (12)
INFORMATION REQUESTED:
This ruie applies to the costs identified in rule 54(h)(2). It requests that these costs be
separately attributed to mail classes, subclasses, and special services. It also requests
identification of the methodology used in attribution and an analysis of the effect of
costs on the following:

-- volume;

- peaking patterns;

- priority of handling;

- mailer preparations;

- quality of service;

- the physical nature of the item mailed;

- expected gains in total productivity, indicating such factors as operational
and technological advances and innovations;

- any other factor affecting costs.
The data relevant to the analyses of the effect on costs of these factors is also to be
provided.

Given the very limited purposes of the Request in this proceeding, the Postal

Service has moved that this requirement be waived.



RULE:54(h)(5) - (h)(10) ("Roll-Forward" model)
INFORMATION REQUESTED:

These provisions generally specify particular items which are to be included in the
presentation of the process by which base year costs are rolied-forward to test-year
costs, such as listings of the forecasting factors, piggyback factors, interim period
workpapers, and an overall summary cost table. Rules 54(h)(6) and (7) request an
explanation of the attributable cost final adjustments and the "other services"
adjustments.

Given the very limited purposes of the Request in this proceeding, the Postal

Service has moved that this requirement be waived.
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RULE:54(h)(11) (Nonattributed costs)
REQUIREMENT:
This rule applies to costs that are identified as "nonattributed or unassigned"” pursuant
to rule 54(h)(2). It requests an explanation as to why such costs cannot be attributed or
assigned. It further requests the identification, to the extent possible, of all such costs
which benefit more than one class of mail or type of service (but not all classes or
types), together with the mail classes or types of services so benefitted.

Nonattributed costs are identified as institutional, or residua!l costs. These costs
are not attributed because they do not vary in response to small changes in volumes of
any particular class or subclass of mail or type of service, and are not the fixed costs of
providing a specific class, subclass, or type of service. The Docket No. MC99-1
testimony of witness Kiefer (USPS-T-1) refers to the Docket No. MC97-1 costing
testimony of witness Schenk (USPS-T-2) and her costing testimony in Docket No.
MC29-2 (USPS-T-3). He also refers to the pricing testimony of witness Fronk in
Docket No. MC97-1 (USPS-T-3) and his own pricing testimony in Docket No. MC99-2
(USPS-T-4). Given the very limited purposes of the Request in this proceeding, the

Postal Service has moved that this requirement be waived.
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RULE:54(i)

REQUIREMENT:

This rule requires a statement of the criteria employed by the Postal Service in
construction of the proposed rate schedule. The statement is to include:

- the identification of the relationship between the revenues derived from
the rates and fees for a particular class and subclass of mail or service
and the costs attributed and assigned to that class or subclass of service;

-- the identification of the procedures and methods used to apportion (to
postal services) that part of the total revenue requirement, which is in
excess of costs attributed;

-- such other studies, information and data relevant to the criteria
established by section 3622 of title 39, U.S.C., with appropriate
explanations as will assist the Commission in determining whether or not
the proposed rates or fees are in accordance with such criteria.

The testimony of witness Kiefer (USPS-T-1) refers to the costing and pricing
testimonies reviewed in Docket No. MC97-1 (USPS-T-2 and USPS-T-3). Those
testimonies provide responsive information concerning the experimental fees which the
Postal Service proposes be extended. His testimony also refers to the costing and
pricing testimony presented in Docket No. MC89-2 (USPS-T-3 and USPS-T-4). To the
extent that further information is required under this rule, the Postal Service has moved

that the requirement be waived, in view of the limited purpose of the instant Request.
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RULE:54()(1), (2). {3), and (4)
INFORMATION REQUESTED:

These rules request specification of revenues for certain fiscal years, including the test
year. Revenues are to be submitted for

- test year, assuming prefiling (existing) rates and fees,

-- test year, assuming proposed rates and fees.
The actual and estimated revenues for these years are to be shown in total and
separately for each class and subclass of mail and postal service and for all other
sources from which the Postal Service collects revenues.
Each revenue presentation is to be supported by identification of the methods and
procedures employed.

The Postal Service has requested that the requirement be waived, given the

limited purpose of the Request.
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RULE:54(j}(5) (volume estimates)
REQUIREMENT:

This rule requires that the Postal Service present for each class and subclass of mail
and special service

- for each postal quarter beginning with the first quarter of the most recent
complete fiscal year and ending one year beyond the last quarter of the
test year, actual or estimated mail volumes at the prefiled (existing) rates
and fees;

- for each postal quarter beginning with the quarter in which the rates are
assumed to become effective and ending one year beyond the last
quarter of the test year, the estimated volume of mail assuming the
effectiveness of the proposed rates.

The Postal Service has moved that the requirement be waived, in view of the

limited purpose of the Request.
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RULE:54(j)}(5), (6), (7) (Demand study -- methodology and documentation)
REQUIREMENT:

These rules require that the volume estimates provided pursuant to Rule 54(j)(5) must
be derived from an econometric demand study relating postal volumes to their
economic and noneconomic determinants, including postal rates, discounts and fees,
personal income, business conditions, competitive and complementary postal services,
competitive and complementary nonpostal activities, population, trend, seasonal
patterns and other factors. The study must be furnished with the request, and any
departure from the assumptions and specifications in the demand study made in
estimating volumes of any class or subclass of mail must be explained. If different
billing determinants are used for volume forecasting and revenue forecasting purposes,
a supporting rationale must be provided.

For volume and revenue estimates, and subject to rule 54(a)(2), the Postal Service is to
provide:

- a detailed explanation of the methodology employed to forecast volumes
for each class and subclass of mail and postal service. Representative
derivations of these forecasts from the econometric demand study must
be presented in detail for two major mail classes, showing each
intermediate value or factor employed. For remaining classes and
subclasses of mail, such derivations may be summarized, except where
their derivations depart from the representative methods presented;

- a detailed explanation of the methodology employed to forecast changes
in revenues for each class and subclass of mail and postal service
resulting from changes in rates and fees;

- a computer implementation of the methodology employed to forecast
volumes and revenues for each class and subclass of mail and postal
service. The computer implementation must comply with Rule 31(k)(3),
and must be able to compute forecasts of volumes and revenues
compatible with those specified in Rules 54(j)(2), (3), and (5) for

o any set of rates and fees within a reasonable range of the prefiled
(existing) and the proposed rates,

o] any date of implementation within the range spanned by the
assumed date of implementation and the start of the test year,

o alternative forecasts of the economic determinants of postal
volumes, other than postal rates and fees, and
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0 alternative values of any parameters with assigned values that are
based upon unverifiable judgments.

Subiject to rule 54(a)(2), the Postal Service must make available at the offices of the
Commission, in a form that can be read directly by a standard digital computer, the
following:

- all of the input files and programs needed io replicate the requested
econometric demand study;

-- any input files and programs employed to derive a price index for any
class or subclass of mail or postal service from postal rates, discounts,
and fees;

- any input files and programs used to prepare data for use in the
requested econometric demand study.

The Postal Service has requested that the requirement be waived, in view of the

limited scope of the Request in this proceeding.
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RULE:54(k)
INFORMATION REQUESTED:

This rule requests that the Postal Service provide, for the two fiscal years immediately
preceding the year in which the request is filed, the Balance Sheet, the Statement of
Income and Expense, basic statistical information, and the Statement of Income and
Expense by budget category. This includes data with respect to the following:

(1) the Balance Sheet and a supperting schedule for each item that appears
thereon;

(2) the Statement of Income and Expense and a supporting schedule for
each item appearing thereon;

(3) as appropriate, statistical data with respect to revenue, pieces (by
physical attributes, showing separately amounts of mail identified as
stamped, metered, and imprinted, or other), weight, distance, postal
employees (number, total payroll, productivity, etc.), postal space, post
offices (number, classes, etc.), and any other pertinent factors which have
been utilized in the development of the suggested rate schedule; and

(4) the Statement of Income and Expense by cost segment.
In addition, this rule requires that the Postal Service provide a reconciliation of the
budgetary information with the actual accrued costs for the most recent fiscal year. If
the fiscal information for the immediately preceding fiscal year is not fully available on
the date of filing, the Postal Service is required to make a preliminary or pro forma
submittal, and file an updated report once the fiscal information is completed.
Financial information for FY 1997 and FY 1998 is included in Attachment C to

this Request. To the extent that the rule requires additional information, the Postal

Service has requested that it be waived.
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RULE:54(1)(i)
REQUIREMENT:
This rule requires a statement (which can be in workpaper form) indicating for each
class and subclass of mail and postal service the relevant biliing determinants (e.g., the
volume of mail related to each rate element in determining revenues) separately for the

current rates and the proposed rates. Proposed changes in rate design and the related
adjustments are to be explained in detail.

The FY 1997 biliing determinants for Business Reply Mail are provided on the

next page.



MAIL CLASS

Advanced Account:
First Class-Prebarcoded
First Class-Other
Priority '

Subtotat
Non-Advance Account:
First Class
Priority
Subtotal
TOTAL

Permits: Account 43334

Account Fee: Account 43335

Total Permit Revenue

GRAND TOTAL REVENUES

Business Reply Mail
Govermnment Fiscal Year 1997

REVENUES

$10,308,606
40,993,347
379,840

$51,681,793

$24,010,246
208,077

$24,218,323
$75,900,1186

$17,966,528
27,191,247

$45,157,774

$121,057,890

SUMMARY STATISTICS

Advance Account Pieces
as Percent of Total

Total Permits Paid

Advance Acct Permits Paid

Advance Account Revenue
Non-Advance Acct Revenue

Total Revenue

94.40%
211,311
132,640

$90,147,459
$30,910,431

L-2

PIECES

515,430,322
410,038,527
3,800,699

'929,269,548

54,623,750
472,900

" 55,096,650

984,366,198

$121,057,890
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RULE:54(1)(ii)

REQUIREMENT:
This rule requires, subject to subsection (a}2), the base year volume of third-class bulk

mail by ounce increment for each shape (letter-size, flat, irregular parcels, and parcels),
submitted separately for regular and preferred, by presort level.

The Postal Service has requested that the requirement be waived.
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RULE:54(m)
REQUIREMENT:

This rule requires a statement, which can be in workpaper form, presenting detailed
calculations of continuing appropriations according to 39 U.S.C. § 2401(c) and phasing
appropriations under 39 U.S.C. § 3626 and any proposed adjustment to such phased
rates under 39 U.S.C. § 3627 indicated by circumstances known at the time of the filing.
Calculation of all the phased rates for the entire applicable phasing period are to be
explained in detail.

This rule is not applicabie to this Request since there are no changes proposed

to any preferred subclasses of mail.
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RULE:54(n}
REQUIREMENT:
This rule requires identification of any performance goals which have been established
for the classes and subclasses of mail. The Request is to identify the achieved levels
of service for those classes and subclasses of mail and mail services for which

performance goals have been set.

Information responsive to this Rule was provided in Docket No. R97-1.
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RULE:54(0)
REQUIREMENT:

This rule requires seven sets of workpapers to be filed with the Request.

There are no workpapers filed in this docket.
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RULE:54(p)
INFORMATION REQUESTED:

This rule requests one or more certifications stating that the cost statements and
supporting data submitted as part of the formal request, as well as the accompanying
workpapers, which purport to reflect the books of the Postal Service, accurately set
forth the results shown by such books. The requested certification is to be signed by
one or more representatives of the Postal Service authorized to make such certification.

The requested certification is submitted as Attachment B to this Request.
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RULE:54(q)}
INFORMATION REQUESTED:

This rule requests an opinion from an independent public accountant to the extent and
as required by 39 U.S.C. § 2008(e).

An opinion by the independent accounting firm of Ernst & Young covering Fiscal

Years 1997 and 1998 is contained in Attachment C.
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RULE:64(b)(1), (2), (3), (4)

INFORMATION REQUESTED:

These subsections request, for every classification change proposed:

(1

(2)

(3)

(4)

copies of the currently-effective Domestic Mail Classification Schedule
and the proposed changes thereto;

specification of the rules, regulations and practices that establish the
conditions of mailability and standards of service;

a statement of the degree of economic substitutability between the various
classes and subclasses; and

an identification of all nonpostal services.

See response to Rule 54(b).
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RULE:64(c)(1), (2), (3)
INFORMATION REQUESTED:

This rule asks for information regarding the users of the Postal Service, the nature of
the items mailed and the methods of mailing used. Specifically, this section requests
the following:

(1) an identification of the characteristics of the mailer and the recipient, and a
description the contents of items mailed within each class and subclass;

(2) identification of the physical attributes of the items mailed by class and
subclass, including shape, weight and distance; and

(3) to the extent it is not provided under paragraph (b)(2), a summary statement
that describes special service arrangements provided to, or requested or
required of, mailers by the Postal Service that affect the cost of service or its
value to the mailer or recipient.

See response to Rule 54(c), (d) and (e).
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RULE:64(d)
INFORMATION REQUESTED:

This rule requests that effects of the changes on cost assignments, total costs, and total
revenues be provided, on a before and after change basis.

See response to Rule 54.
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RULE:64(e)
INFORMATION REQUESTED:
This subsection requires that, whenever the Postal Service proposes to reassign a
portion of one existing class or subclass of mail or service to another existing class or
subclass of mail or service, the request must include a comparison of the before and
after costs and revenues of handling the relevant classes or subclasses, and before
and after costs and revenues of the portion that is to be reassigned.

This section does not apply to the current Request, which does not involve the

reassignment of a portion of an existing class or subclass of mail or service to anocther.
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RULE:64(f)
INFORMATION REQUESTED:

This rule requests a complete statement of the reasons and bases for the proposed
changes.

No changes are proposed. Rather, this proceeding pertains to a Request
seeking the continuation of the current experimental classification and fees for weight-
averaged nonietter-size Business Reply Mall, for reasons given by witness Kiefer

(USPS-T-1).
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RULE:64(g)
INFORMATION REQUESTED:
This rule sets forth the requested format and filing requisites for workpapers.

See response to Ruie 54(0).
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RULE:64(h)

INFORMATION REQUESTED:

This rule calis for compliance with specified subsections of Rule 54 when the Postal
Service proposes a change in the mail classification schedule having a rate, fee or total
cost change implication.

No change is requested, other than to extend the duration of an existing

classification.



